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BUSINESS OUTLOOK

Dear West Michigan Reader,

The Quarterly Report for West Michigan

Since its founding in 1945, the W.E. Upjohn In
stitute for Employment Research has been involved
in assessing and projecting business activity in the
Kalamazoo area of West Michigan. From 1958 to
1983 the Institute published a quarterly journal,
Business Conditions in the Kalamazoo Area. This
quarterly provided data and analyses not available
in any other publication. We want to extend this ser
vice to the business community throughout West
Michigan by introducing a new quarterly journal,
BUSINESS OUTLOOK. The Upjohn Institute is
being joined in this service by the Seidman School of
Business of Grand Valley State College.
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The BUSINESS OUTLOOK
for WEST MICHIGAN
All Signs Point to a Slower Rate of Growth
I. Overview

The West Michigan economy is slowing down
after experiencing a strong recovery that began late
1982. However, the slowdown should not be a source
of concern at this time. It is not pointing to a reces
sion, but to a moderate growth rate for the next six
months.
Many indicators are still positive. Unemployment
rates have fallen and employment has returned to or
exceeded its early 1981 level. Furthermore, con
sumers are still quite optimistic, although increases
in optimism have been minimal since June.
In this, the first issue of BUSINESS OUTLOOK,
West Michigan is defined as the area surrounding
the metropolitan areas of Battle Creek, Grand
Rapids, Kalamazoo and Muskegon. The Benton
Harbor-St. Joseph metropolitan area will be incor
porated in later issues.

vestment patterns associated with a sustained
recovery. To some extent, the Michigan economy is
still playing catch-up, and the increase in this index
may be manifesting the release of demand that has
been pent up for almost four years. Recall that the
unemployment rate for the state still exceeds 11 per
cent.
Chart 1
Index of Leading Indicators
West Michigan Area
(1977 = 100)
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II. Index of Leading Indicators

The newly created Index of Leading Indicators for
West Michigan strongly suggests that the West
Michigan economy is expected to continue in a
period of moderate growth.1 As shown in Chart 1,
the index turned upward before the end of the
1981-1982 recession, but has been relatively stable
since the third quarter of 1983. This is not to be in
terpreted negatively. Instead, it simply suggests
that a period of moderate growth is the near-term
outlook.
In marked contrast to West Michigan, the nearterm outlook for the State of Michigan is for signifi
cant growth. The Index of Leading Indicators for
Michigan, which is presented in Chart 2, moved
sharply upward in the first quarter 1984 and is con
tinuing this trend. One reason for the movement in
the index was a rise in average weekly hours to in
crease automobile production in anticipation of a
strike by the UAW. But all indicators for Michigan
were moving upward reflecting the optimism and in
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SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

The potential value of the Index of Leading In
dicators, which is used to predict the course of the
economy, can be shown by comparing it with the
Grand Rapids Area Economic Activity Index,
which measures the actual level of economic activi
ty. The activity index for the Grand Rapids area is
the only one in West Michigan and is constructed by
the F.E. Seidman School of Business.
The newly constructed Index of Leading In
dicators for Grand Rapids leveled off in the third
quarter 1983, thereby indicating that future growth
in the area would be moderate. The Grand Rapids
Area Economic Activity Index has borne out this

prediction as it advanced only 2.2 percentage points
during the first 6 months of 1984. (The chart and
table needed to make this comparison are presented
is the Grand Rapids area report.)

Chart 2
Index of Leading Indicators
State of Michigan
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The variations in the changes reported in Table 1
also reflect differences in the economic structure of
each metropolitan area. Both Grand Rapids' and
Kalamazoo's early indicators were relatively sub
dued, but their economies are more diversified and
also they had not experienced as deep a recession.
Battle Creek's economy had been undergoing a
structural change from durable to nondurable goods
manufacturing in addition to the recession.
Therefore, the upward movement in that area
represented a turning around from very depressed
conditions. Muskegon's dependence on durable
goods manufacturing approximately 80 percent of
its manufacturing base is durable goods makes it
particularly vulnerable to swings in the national
economy, and also suggests that Muskegon's
swings are likely to be more volatile than those of
other parts of West Michigan.
III. Survey of Consumer Sentiment

SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

The Index of Consumer Sentiment for West
Michigan rose only slightly in September relative to
June 1984.3 Nevertheless, consumer optimism is
quite high as the index measured 95.8. This finding
of little change in a relatively optimistic environ
ment is very consistent with the more slowly grow
ing economy predicted by the Index of Leading In
dicators.

The four major metropolitan areas of West
Michigan will be analyzed in much greater detail in
the remaining sections of BUSINESS OUTLOOK.
However, there are several interesting comparisons
that can be made among them. For example, as
shown in Table 1, the changes in the Indexes of
Leading Indicators are projected to be much less in
1984 than they were in 1983.2 This holds across all
metropolitan areas.

The Index of Consumer Sentiment for each
metropolitan area recorded little change in con
sumer optimism from June to September, except for
Battle Creek where it rose 6.8 percentage points.
The improved optimism in Battle Creek may have
been the result of Nippondenso's decision to under
take a $42 million project in Battle Creek. Nippondenso is a Japanese automotive parts manufac
turer.

Table 1
Index of Leading Indicators

Table 2 lists the percentage point changes in
response to selected questions. Several points are
surprising:

72

76

74

Area

Battle Creek ......
Grand Rapids
Kalamazoo .......
Muskegon ........

78

80

82

84

Percentage Point Changes
in Annual Averages
1983-1984*
1982-1983

31.9
11.7
10.2
16.4

-0.1
4.4
6.8
6.1

SOURCE: Calculations based on Indexes of Leading Indicators
constructed by W. E. Upjohn Institute for Employment
Research.
""Includes projected values for 1984:IV.

the marked decline in Grand Rapids con
sumers' attitudes about buying a house or a
car relative to consumers in other metropolitan
areas.
the pessimism about future declines in
unemployment in Grand Rapids, Kalamazoo
and Muskegon relative to Battle Creek.
The second point may simply represent differences
in the characteristics of those surveyed across the
metropolitan areas which are shown in Table 3.

Table 2
Changes in Consumer Sentiment in West Michigan
(June-September percentage point changes)

Item

Battle Creek

Grand Rapids*

Kalamazoo

Overall Index ..................
Expect better financial situation . . .
Expect less unemployment .......
Good time to buy house ..........
Good time to buy major
household items ...............
Good time to buy car ............

+6.8
1.7
+2.7
+3.4

+0.8
+6.8
-2.4
-8.0

+0.1
+3.4
-4.2
+5.4

Muskegon
-1.3
+4.4
-6.5
+ 11.0

+ 10.9
+2.5

+3.4
-9.2

-5.8
+3.0

+4.9
+3.0

SOURCE: Survey of Consumer Sentiment, F.E. Seidman School of Business, Grand Valley State College.
*Represents changes between April and September 1984.

Table 3
Characteristics of Respondents to Survey of Consumer Sentiment
by Metropolitan Area, September 1984
(Percent of respondents)

Characteristics

Battle Creek

Grand Rapids

Kalamazoo

Muskegon

Work full time ..................
Retired. .......................
Between ages 25-44 ..............
Attended college ................
Household income above $25,000 . .
Female ........................

63
26
39
51
50
60

69
18
47
52
43
57

69
18
45
59
45
61

55
24
44
45
31
60

SOURCE: Survey of Consumer Sentiment, F.E. Seidman School of Business, Grand Valley State College.

Generally, consumer optimism in all four
metropolitan areas is quite high, either 90 percent or
above. This suggests that consumers across West
Michigan are not likely to be cutting back on major
purchases in the near future.
IV. Labor Market Activity
The impact of recovery is clearly evident in the
change in unemployment rates in West Michigan.
The seasonally adjusted unemployment rate is pro
jected to decline from 14.1 percent in the fourth
quarter of 1982 to 9.9 percent in the fourth quarter
of 1984. However, after two years of recovery, the
projected unemployment rate is still 3 to 4 percen
tage points above the 1978-1979 levels.
The average unemployment rate of 9.9 percent
masks significant differences among the metro
politan areas. Specifically, as shown on Table 4,
unemployment rates ranged from a high of 20.6 per
cent in Muskegon to a low of 12.6 percent in
Kalamazoo during the fourth quarter of 1982.

Muskegon's unemployment rate still is projected to
be the highest, but it also shows the most progress
against unemployment. Then* unemployment rate is
projected to decline 7.2 percentage points in the two
years of the recovery whereas Kalamazoo's unem
ployment rate is projected to decline only 2.8
percentage points.
Table 4
Unemployment Rates in West Michigan
(Seasonally adjusted)

1982:IV

Area
West Michigan . . .
Battle Creek .....
Grand Rapids ....
Kalamazoo ......
Muskegon .......

.
.
.
.
.

14.1
17.4
12.6
12.1
20.6

1983:IV 1984:IV*
11.4
13.2
10.7
10.4
14.9

9.9
11.9
8.9
9.3
13.4

SOURCE: Seasonally adjusted quarterly unemployment rates
constructed by W.E. Upjohn Institute for Employment
Research.
*Projected.

Another indicator that the regional economy is
slowing is the rate at which unemployment is being
reduced. For example, the West Michigan unem
ployment rate fell 2.7 percentage points during the
first year of the recovery. During the second year it
is projected to fall 1.5 percentage points. The firstyear declines in Muskegon and Battle Creek with a
subsequent leveling off in the second year are even
more dramatic. Only Grand Rapids does not follow
this pattern.
Help-wanted advertising also suggests that the
West Michigan economy is entering a period of
moderate growth. As will be discussed in the areaspecific sections, help-wanted advertising in 1984 is
considerably above the levels recorded in 1983, but
has grown very little since the first quarter. The
Grand Rapids area again is the exception as its In
dex of Help-Wanted Advertising continues to in
crease.
V. Real Estate Activity

Real estate activity in West Michigan is recover
ing from the 1981-1982 recession, but it still is
significantly below 1977-1979 levels. The index
value of new dwelling units put under contract dur
ing the third quarter 1984 was 73.9 whereas the an
nual average in 1978 was 117.0 (1977=100). The
reports from Muskegon and Grand Rapids were
much more encouraging than those from Kalamazoo
and Battle Creek. The former metropolitan areas ex
perienced definite upturns whereas no real pattern
emerged in the latter areas.
VI. Conclusions

The West Michigan economy is entering a period
of moderate growth; the recovery has slowed. Con
sumer sentiment is quite positive reflecting the
vigorous recovery during 1983 but has not chang
ed significantly, which is consistent with moderate

growth. Progress has been made in reducing the
unemployment rate, but future progress against
unemployment will be limited. Both the moderate
growth rate forecast and the lack of growth in helpwanted advertising portend fewer gains in employ
ment.
NOTES
1. The Index of Leading Indicators for West Michigan is formed
by combining data series on average weekly hours, average
weekly initial unemployment insurance claims, new dwelling
units data from F.W. Dodge, Division of McGraw Hill Informa
tion Systems Company, and purchasing managers' responses to
a survey covering changes in delivery times (vendor perfor
mance), inventories, the prices of sensitive materials and new
orders. Additional leading indicators will be added in the future.
This index is constructed by the W.E. Upjohn Institute for
Employment Research.
Studies at the national level show that changes in average
weekly initial claims tend to precede changes in economic activi
ty. The numerical information about claims is inverted so that
low claims register as a high number in the index, and therefore
upward movement in the index of claims tend to precede improv
ed levels of economic activity. The index of average weekly hours
also gives early evidence of changes in business activity because,
as business improves, employers are apt to ask present
employees to work more hours before hiring new employees.
Housing starts is an indicator at the national level because peo
ple are very easily convinced to postpone building plans when
there are signs of job loss in the near future.
2. A projection technique has been used to forecast values of
components of the Index of Leading Indicators. Those com
ponents have been combined in the usual manner to arrive at the
projected index for the fourth quarter 1984. It is this projected
value which is used in the 1983:IV-1984:IV calculation.
3. This index is constructed by the F.E. Seidman School of
Business, Grand Valley State College. The Index of Consumer
Sentiment is based on responses to a telephone survey covering
households' personal financial situations, expectations of future
business conditions and whether or not it is a good time to make
a major household purchase. Since this survey has been con
ducted only two times, judgments about whether the responses
are optimistic or not must be referenced against the U.S. index
where 1966=100. For the nation as a whole, the Index of Con
sumer Sentiment has exceeded 100 only twice, 1966 and the first
quarter 1984. From 1978 through early 1983, the national Index
of Consumer Sentiment ranged between 55.0 and 85.0.

The BUSINESS OUTLOOK
for the BATTLE CREEK AREA

Continuing But Slower Recovery for Battle Creek
I. Overview

The recovery that started in late 1982 in most of
the nation started much later in Battle Creek. Only
in early 1983 did Battle Creek's unemployment rate
begin to fall from the highs set in mid-1982.
Employment in Battle Creek started to recover
from the lows reached in late 1982 only late in 1983.
Partly because of the lag that Battle Creek suf
fered in experiencing the recovery, the area's
economy appears now to be in the middle stages,
rather, than the late stages, of recovery. Battle
Creek's Index of Leading Indicators, although pro
viding mixed signals in the middle of 1983, rose in
all but two of the first seven months of 1984. Con
sumer sentiment in Battle Creek is robust and im
proving. The local labor market picture is stable,
with a healthy level of help-wanted advertising. As
discussed below, not all the signals are positive, but
there are enough signs of improvement to justify a
forecast of continued if slower growth at least into
the first quarter of 1985.

through the first seven months of the year, with on
ly slight variation. Further, BUSINESS
OUTLOOKS projections suggest little deviation of
average weekly hours from 42 hours per week for the
remainder of 1984. This year's level of average
weekly hours in Battle Creek would be the highest in
a decade if our projections hold up.
Charts
Index of Leading Indicators
Battle Creek Area
(1977 = 100)

II. Index of Leading Indicators

BUSINESS OUTLOOK'S Index of Leading In
dicators for Battle Creek has shown a reasonably
steady upward trend during the first three quarters
of 1984. Although the index did fall slightly in
February and March, its overall movement should
be viewed as a sign that the recovery has not yet
spent itself in Battle Creek.
As Chart 3 shows, the Battle Creek Leading In
dicator Index rose from an average of about 96 in
the first quarter of 1984 to nearly 100 in the third
quarter.1 Since the components of the Battle Creek
Index of Leading Indicators have shown somewhat
different trends in the first months of 1984, it is
worth examining each individually.2
First, average weekly hours of production workers
in manufacturing hovered around 42 hours per week

SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

The pattern of initial claims for unemployment in
surance is rather different. During the first seven
months of 1984, initial claims for unemployment in
surance in Battle Creek declined markedly from an
average of nearly 500 per week over the first quarter
to about 400 per week in May, June, and July. This
is a signal of continuing recovery, although
BUSINESS OUTLOOKS projections seem to in
dicate that further decreases in initial claims are
unlikely to occur. Nonetheless, a continuation of the
current rate of weekly initial claims for unemploy
ment insurance would imply a level of claims for
1984 as a whole roughly equal to the 1983 level.

The Battle Creek index of new dwelling units re
mains very low by comparison with the 1970s. Bet
ween 1972 and 1979, the new dwelling units index
fell below 100 only in 1978. (The index is con
structed so that 1977 equals 100.) In the 1980s the
index managed to climb as high as 50 for the first
time only last year. During 1984, the index rose dur
ing late spring and into the summer after suffering
declines in the early months of the year. Since the in
dex is seasonally adjusted, these post-winter gains
are a hopeful sign. Through August, new dwelling
units were being built at a rate roughly equal to the
1984 pace.
As already noted, the Battle Creek Index of
Leading Indicators fell in only two of the first seven
months of 1984. In this sense, the Battle Creek
Leading Indicator Index has behaved in a manner
similar to the national Composite Index of Leading
Indicators published by the U.S. Department of
Commerce. That index rose continuously from
mid-1982 until the middle of this year, when it fell
for two months, then rose again slightly in August.
Few business cycle analysts are forecasting another
recession, and some even view the modest twomonth decline of the Composite Index as a positive
development because few believe that the national
economy could sustain the unexpectedly rapid
growth it experienced in the first half of 1984.
Similarly, the two-month decline in Battle Creek's
Index of Leading Indicators should be viewed as lit
tle more than an indication of slower recovery. It is
unlikely that it portends an end to the recovery for
Battle Creek.
III. Survey of Consumer Sentiment

The first Battle Creek Survey of Consumer Senti
ment was conducted in June 1984, and a follow-up
survey was taken in September. Results of those
surveys indicate that Battle Creek consumers'
evaluation of their current personal financial situa
tion, compared with the past, improved dramatical
ly between June and September, as did their expec
tations about the economy's future.
The Battle Creek Consumer Sentiment Index was
95.2 in September, up markedly from 88.4 in June.
This index is based on a telephone survey of 200
Battle Creek area households chosen to be represen
tative of the Battle Creek population.
The increase in the Battle Creek Consumer Senti
ment Index is not out of line with the recent trend in
the Battle Creek Index of Leading Indicators, which
has recovered in 1984 after a slight fall from its high
in the third quarter of 1983. Nonetheless, the 1984
increases in the Battle Creek Index of Leading In

dicators have been less pronounced than the quite
large increase in the Consumer Sentiment Index.
This does not mean that the Leading Indicators are
giving signals inconsistent with the Consumer Sen
timent Index. Rather, the optimism of Battle Creek
residents may well be the result of factors that are
excluded from the Index of Leading In
dicators Nippondenso's recent announcement that
it would be investing $42 million in the Battle Creek
area, for example.
Battle Creek consumers' optimism about future
business conditions improved between June and
September. Whereas 46 percent of those surveyed in
June said they expected business conditions in the
nation to be fairly good during the next year, 53 per
cent of those surveyed in September said they ex
pect relatively good conditions for the next year.
There was a similar upward trend in the percentage
of Battle Creek consumers who expect reasonably
good business conditions over the next five years.
The only pessimistic view reflected by Battle
Creek consumers is about their future financial
situation. In June about 37 percent of the
respondents said they thought they would be better
off one year from now; in September roughly 35 per
cent said they expected to be better off in one year.
This change is too small to be given great weight,
but the percentage with an optimistic view of their
financial future is somewhat low to begin with.
Battle Creek residents' appraisal of the govern
ment's conduct of economic policy improved be
tween June and September. Only 25 percent of those
surveyed in June gave the government a good
rating on economic policy, but 31 percent of the
September respondents gave a good rating to
government. Although this improved rating may or
may not reflect the improved personal financial
situation that Battle Creek residents perceive, it is
worth noting the coincident increases in these two
measures, particularly in an election year.
Questions about buying attitudes that were put to
Battle Creek residents reveal a mixed picture with
some positive aspects. Although more September
respondents than June respondents thought it was a
good time to buy a house, an increased number of
the September respondents also thought it was a
bad time to buy a house. That is, fewer of those
questioned in September saw both pros and cons
about buying a house, and more had taken either a
decidedly positive or a decidedly negative view.
Precisely the same pattern is revealed as between
June and September respondents' answers to ques
tions about buying a car. A markedly positive
change had taken place in attitudes about buying a

major household item, however. While 48 percent of
those interviewed in June felt it was a good time to
buy a major household item, 59 percent of those in
terviewed in September felt it was a good time to
buy. Taken as a whole, these responses seem to in
dicate that Battle Creek consumers are becoming
more willing to buy items such as furniture,
refrigerators, televisions, and small home com
puters, but are not on net increasing their will
ingness to commit and extend themselves to items
as major as cars and houses.
Overall, the implications of the Consumer Senti
ment Survey are rather encouraging. An increasing
number of Battle Creek consumers say they are bet
ter off than in the past, say they are optimistic
about future business conditions, and appear willing
to buy major household items such as applicances
and furniture. Not all of the signals are positive a
slightly declining percentage of respondents believe
their personal financial situation is destined to im
prove in the next year, and there are mixed signals
about consumers' willingness to buy cars and
houses. Nonetheless, as with the Battle Creek Index
of Leading Indicators, a picture emerges of a
regional economy in which the recovery is not yet
over.
IV. Labor Market Activity
The number of wage and salary jobs in Battle
Creek hit a 14-year low during 1983. After cresting
at close to 67,000 jobs in 1978, the number of jobs in
Battle Creek fell to around 58,500 last year. The
number of wage and salary jobs in Battle Creek did
not turn up until mid-1983, well after the recovery
had taken hold in the nation at large.
In 1984, however, the outlook for jobs in Battle
Creek has improved somewhat. By mid-year, there
were about 60,000 wage and salary jobs in the area.
BUSINESS OUTLOOK'S projections suggest that
the number of jobs in Battle Creek has stabilized
and should hold at around 60,000 into early 1985.
Thus, although it seems unlikely that the local
economy will see continuing modest growth in the
number of jobs, the secular slide in the number of
jobs should not resume, at least in the near term.
Nearly all of the drop in the number of jobs in Bat
tle Creek between 1978 and 1983 was the result of
declining manufacturing employment in the area.
Although as recently as 1978 manufacturing
employment was as high as 24,300, in 1983 there
were only 17,100 manufacturing jobs in Battle
Creek. Actual figures and BUSINESS OUTLOOK'S
projections suggest that 1984 will be the year in
which the slide of manufacturing jobs in Battle

Creek is broken. Yet in spite of the modest increase
in manufacturing jobs this year compared with last,
the percentage of all jobs in Battle Creek that are in
manufacturing will be lower in 1984 than in any of
the last 15 years.
In contrast to local manufacturing employment,
the number of nonmanufacturing and government
jobs in Battle Creek has been remarkably stable in
recent years. Even through the recessionary years
of 1981 and 1982, nonmanufacturing employment
declined by less than 4 percent from its 1980 level.
Government employment declined still less. This is
in stark contrast to the more than 18 percent drop in
manufacturing jobs that the 1981-82 recession
engendered.
A hopeful sign for Battle Creek's economy and
for manufacturing employment into 1985 can be
seen in the relation between manufacturing employ
ment and the average weekly hours of manufactur
ing workers. As already noted, manufacturing
employment, after several years of decline, leveled
off early in 1983, recovered slightly in absolute
terms, and leveled off again during 1984. Average
weekly hours, on the other hand, rose fairly steadily
between late 1982 and late 1983, and have been
stable during the current year. For most of 1984,
then, both manufacturing employment and average
weekly hours seem to be showing considerable
stability. This kind of stability typifies the middle
stages of a recovery. In the early stages, average
weekly hours rise as employers tend to increase the
hours of their existing workforce, while in the later
stages of recovery new hires are made and average
hours of work tend to fall. Here then is further in
dication that the recovery has still some way to go
in Battle Creek.
Both the number of persons unemployed in Battle
Creek and the area's rate of unemployment have
fallen during 1984 to date. The number unemployed
in the Battle Creek area dropped from over 10,000 in
January to about 8,500 in June, the latest month for
which final data are available. BUSINESS
OUTLOOKS projections through the end of 1984
suggest a slight rise in the number unemployed in
Battle Creek through the year's end. But if our pro
jections are accurate, unemployment for 1984 as a
whole would be lower than in either of the previous
two years, and quite close to the 1981 level.
The rate of unemployment that is, the number
unemployed divided by the sum of the number
employed plus the number unemployed fell from
nearly 13 percent in January to about 11 percent in
June. BUSINESS OUTLOOK's projections sug
gest a modest increase in the unemployment rate to

an average of 12 percent over the fourth quarter of
1984, so that Battle Creek's unemployment rate for
1984 overall would be just under 12 percent. This is
a high rate of unemployment by the standards of the
1970s, but it is nonetheless an improvement over
the unemployment rates of 14 to 16 percent witness
ed in Battle Creek during 1982 and 1983.
It is somewhat disturbing that, despite the strong
recovery the area has experienced since late 1982,
the local unemployment rate has yet to fall to the
level of the previous business cycle peak. (The
unemployment rate in Battle Creek fell below 10.5
percent in three months during mid-1981.) Still more
disturbing is the failure of either this or the last
recovery to bring the unemployment rate close to
the 5 to 6 percent range that the upswings of
1971-73 or 1975-79 produced.
A signal of continued but somewhat slower
growth in the Battle Creek economy can be seen in
the trend of local help-wanted advertising.
BUSINESS OUTLOOKS Index of Help-Wanted
Advertising for Battle Creek grew quite steadily
through 1983, but appears to have leveled off in the
90s during 1984. (This path can be seen in Chart 4.)

Note that the index is constructed so that the level
of help-wanted advertising in 1977 equals 100.
Thus, the current level of help-wanted advertising is
healthy by the standards of recent history.
BUSINESS OUTLOOKS projections of helpwanted advertising through the end of 1984 suggest
slight increases during the fourth quarter. If cor
rect, these projections imply a higher level of helpwanted advertising in 1984 than in any year since
1979.
V. Conclusions

Most of the available indicators of the Battle
Creek economy appear to tell the same story.
Although the recovery will almost certainly proceed
at a slower pace henceforth, the recovery is not yet
over for Battle Creek. The Battle Creek Index of
Leading Indicators and the Battle Creek Survey of
Consumer Sentiment are both indicating positive
developments for the near-term future of the local
economy at least into the first quarter of 1985.

Chart 4
Index of Help-Wanted Advertising
Battle Creek Area
(1977 = 100)

NOTES

84

SOURCE: The Institute, based on daily volume of employment
advertisements in the Battle Creek Enquirer adjusted for recur
ring variations. Dates of recessions from National Bureau of
Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

1. The Battle Creek Index of Leading Indicators is composed of
three indicators of economic activity in the Battle Creek area,
and one national economic indicator. The three local indicators
are average weekly hours of production workers in manufactur
ing, initial claims for unemployment insurance, and new dwelling
units. The national indicator used is the National Association of
Purchasing Management's Composite Index. All four of these
components of the Battle Creek Index of Leading Indicators are
seasonally adjusted.
2. The Association of Purchasing Management's Composite In
dex (a national index often referred to as the purchasing
managers' index) has followed a rather strong downward trend
since the beginning of the year. Between January and August
the index fell by over 16 percent, with the greatest declines oc
curring in May and August. Although the purchasing managers'
index was near an all-time high at the end of last year, the fall in
this index may be a rather foreboding sign for both the national
and the local economies.

The BUSINESS OUTLOOK
for the GRAND RAPIDS AREA

The Grand Rapids Economy: Growing More Slowly Now
I. Overview

As of early autumn 1984, the Grand Rapids area
economy appears to be moving in concert with the
national economy. While still increasing, economic
activity in both the Grand Rapids SMSA and the
U.S. is growing more slowly now than during 1983
and the first half of this year. The near term
economic outlook both for Grand Rapids and the
U.S. is for moderate to slow growth through the
first half of 1985. (The Grand Rapids SMSA is Kent
and Ottawa Counties. This includes the City of
Grand Rapids, its suburbs, the Grand Haven area,
Zeeland, and part of Holland.)
II. Index of Leading Indicators

After growing at an extraordinary 8.6 percent
rate (seasonally adjusted annual rate) in the first
half of 1984, real Gross National Product (GNP) in
the U.S. grew at only a 3.6 percent annual rate in the
third quarter. This is the first estimate of the thirdquarter GNP, and, as the "flash report," it is sub
ject to substantial revision in the future. While the
third-quarter growth was considerably less than
that of the first half, the pace is far more sustainable
over the long term than was the superheated growth
of the first six months. Prom early 1983 through
June of this year, the U.S. expansion was the
strongest since World War II. This, of course, fol
lows the longest and deepest recession since World
War II, lasting from mid-1981 to the end of 1982.
However, a good case can be made that the Grand
Rapids economy, as well as the economy of the State
of Michigan, was in recession during the three-year
period from 1980 to the last quarter of 1982. Unfor
tunately, no indicator for the local and state
economies comparable to the GNP data the sum of
goods and services produced adjusted for infla
tion has been developed. What does exist for the
Grand Rapids area is the Grand Rapids Area
Economic Activity Index, which is reported in Table
5. It consists of six sub-indexes of economic activi
ty, residential construction, electric power consump

tion, nonresidential construction, retail sales,
employment, and bank debits. The Grand Rapids
Area Economic Activity Index is constructed by the
Seidman School of Business of Grand Valley State
College.
The Grand Rapids Area Economic Activity Index
fell sharply in 1979 from over 112 to almost 103 in
1980. It then recovered only partly in mid-1981 to
108, and then dropped again. In late 1982 as the na
tional economy started to pull out of the recession,
the Grand Rapids economy went along. The Grand
Rapids index jumped 9.5 percent from December
1982 to December 1983, but it was not until
mid-1983 that the index exceeded its previous peak
of 112.7 set in September 1979.
Although the Grand Rapids index is an in
complete indicator of economic activity, its behavior
is consistent with that of other local and state
economic indicators for the Grand Rapids area: the
1979 peaks on real personal income, new dwelling
units, average weekly hours worked, average weekly
initial unemployment claims and the unemployment
rate were not exceeded until the 1983 recovery. In
deed, as of this writing some measures such as helpwanted advertising, manufacturing and wage and
salary employment still haven't recovered to their
1979 levels.
The expansion is starting to slow. Evidence of the
slowing in the Grand Rapids economy is seen in the
Grand Rapids Area Economic Activity Index. It
rose in each month from November 1982 through
February 1984, but has barely moved at all since.
The Index of Leading Indicators for the Grand
Rapids area, which has been developed by the Up
john Institute for Employment Research in
Kalamazoo, foreshadowed the slowing of the
recovery in the third quarter of 1983 (see Chart 5).
This index consists of average weekly hours,
average weekly initial unemployment claims, and
new dwelling units all for the area, along with the
U.S. purchasing management components.

ferent from the U.S. Index of Leading In
dicators which rose each month from late 1982 to
June 1984 and then declined they both indicate
slow growth in the near future.

Charts
Index of Leading Indicators
Grand Rapids Area
(1977=100)
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III. Survey of Consumer Sentiment

As the Grand Rapids economy has improved, so
has the confidence of the people in the area about
the future. The optimism of Grand Rapids area con
sumers about their financial situation and about the
condition of the economy is still high and has in
creased slightly from its April reading. The Grand
Rapids Area Index of Consumer Sentiment was 98.7
in September, not statistically different from the
value of 97.3 in April. However, the reading has
declined somewhat since January when the Index of
Consumer Sentiment was 105.8.
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SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

According to the results of a recent survey of 400
Grand Rapids households, Grand Rapids residents
felt their current personal financial situations had
improved and would continue to improve in the
future. They also felt that now is a good time to buy
major household items such as furniture and ap
pliances. They had the same general level of op
timism about national business conditions during
the next twelve months as they did in April (the
time of the last survey).

The Grand Rapids Index of Leading Indicators
reached its trough in the third quarter of 1982 and
moved up rapidly through the first three quarters of
1983. Its low point in the 1981-1982 recession of
76.8 was reached in September 1982, two months
before the trough and the same month the U.S. In
dex of Leading Indicators made its definitive move
up. Since the third quarter 1983, the Index of
Leading Indicators has shown little movement,
holding in the 95.0 to 97.0 range. The holding pat
tern that the Grand Rapids Area Economic Activity
Index exhibited during the first half of 1984 was
predicted by this index in the second half of 1983.
While the behavior of this index is somewhat dif

Looking ahead, 40 percent of the respondents
thought they would be better off financially a year
from now. This compares to 33 percent in April and
42 percent in January. Only 8 percent thought they
would be worse off. When asked about their finan
cial situation five years from now, 55 percent ex
pected to be better off compared to 48 percent in

Table 5
Grand Rapids Area Economic Activity Index
(1977=100)

Month

1979

1980

1981

1982

1983

1984

January.
.....
«/
February .....
March .......
April ........
May .........
June ........
July .........
August ......
September . . .
October ......
November ....
December ....

109.4
111.0
112.1
112.1
112.4
111.5
111.8
111.6
112.7
112.6
112.5
111.2

111.0
109.9
109.3
107.2
105.5
104.1
103.4
104.4
104.4
105.5
106.4
107.0

106.3
106.1
106.3
107.1
107.4
107.6
107.9
108.4
108.1
107.5
105.6
103.6

102.4
102.3
102.6
102.9
103.9
104.0
104.3
103.4
102.3
102.2
102.6
104.7

105.3
106.7
106.3
107.5
108.3
110.3
112.2
112.8
112.9
111.2
111.6
114.6

117.2
118.0
116.6
117.1
118.0
118.8
119.4

SOURCE: F. E. Seidman School of Business, Grand Valley State College.
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April and 59 percent in January. Only 10 percent ex
pect to be worse off.

buy a car. This was a decrease from 60 percent in
April and 63 percent in January. Those who thought
it would be a bad time to buy a car increased 16
percentage points between January and September.
Furthermore, although more people thought now
would be a good time to buy major household items
such as furniture and appliances, the percentage
who thought it a bad time to buy also increased.

The percentage of area residents who thought the
local economy was in better shape than the national
economy has risen steadily since January as 41 per
cent responded positively in September. Corre
spondingly, the percentage who have felt the local
economy was in worse shape than the national
economy has declined steadily since January to only
20 percent responding so in September. The percent
age of respondents who thought the condition of the
Grand Rapids area economy was the same or better
than one year ago has remained virtually unchanged
since January. The percentage of people who
thought the economy was in worse shape than one
year ago has decreased slightly.

Of course, the reasons for saying it is a good time
to buy or not buy were not given. These reasons are
numerous. They can range from personal reasons to
expectations of inadequate income, of unemploy
ment, to prices or interest rates being too high. Fur
thermore, just because people say it is not a good
time to buy, does not mean they will not buy, and
vice versa. Some may have no other choice.
Continued growth in household real income has
greatly strengthened personal finances which has
been reflected in generally good consumer buying
attitudes toward durables. Some concern about
business conditions over the next 12 months, cou
pled with an increased reluctance to use savings or
credit, is having an effect on household buying in
tentions. However, since the overall level of con
sumer confidence is high, there probably will not be
any significant and prolonged decline in retail sales
in the next few months.

A significant change occurred in the expectations
of Grand Rapids residents about future interest
rates. Most people expect rates to rise, but those
who thought rates would go up during the next 12
months decreased from 75 percent in April to 45 per
cent in September. Concurrently, a significantly
greater proportion of respondents in September an
ticipated no change in interest rates. Even 12 per
cent expect rates to decrease in the future, com
pared to 5 percent who thought so in April.
There was a decrease in the percent of
respondents who expect prices to increase in the
next 12 months. However, this shift in optimism
about controlling inflation did not change people's
attitudes concerning real income increases. When
asked about income increases relative to price in
creases during the next year, attitudes have remain
ed unchanged in the last 9 months.

IV. Labor Market Activity
The employment - unemployment situation in
Grand Rapids continues to improve, although slow
ly in mid-1984. This can be seen in Table 6. The
seasonally adjusted unemployment rate for the sec
ond quarter of 1984 fell to 9.0 percent from 9.2 per
cent in the first quarter. These are well below the
10.7 percent rate in the last quarter of 1983. The
number of people unemployed has also fallen.
Unemployment stood slightly over 31,000 in June of
this year, some 11,000 lower than the peak
joblessness in December 1982.

A significantly higher percent of the respondents
thought the government had done a good job
fighting inflation and reducing unemployment.
Thirty-seven percent responded so in September, up
from 27 percent in April and the highest percentage
since 1980. The 16 percent who thought the govern
ment is doing a poor job is down from 20 percent
who responded so in April.

Due to both declining unemployment and the
growth of the workforce, employment was at record
levels in midyear. In June 310,000 people were
employed in the Grand Rapids area, up strongly
from the 296,000 employed last December. The low
point was hit in March 1982 when only 281,000 peo
ple were at work in the Grand Rapids area.

People tended to be more positive about their
financial situation. Nevertheless, their attitudes
toward buying reflected slightly less optimism.
There was almost a 10 percentage point decline in
the proportion that thought now was a good time to
buy a house, and the percentage who thought now
was a bad time to buy a house increased 14 percent
age points. A similar sentiment exists for purchas
ing a car. When asked about the next 12 months,
only 50 percent thought it would be a good time to

Another measure of the situation in the local labor
market is average weekly hours worked in manufac
turing. In the second quarter, this series declined to
42.2 from 42.8 hours in the first quarter. This is the
first quarter since the expansion started that this in-
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Table 6
Unemployment Rates in the Grand Rapids Area
(Seasonally adjusted)

Period

1979

1980

1981

1982

1983

1984

First quarter
Second quarter
Third quarter
Fourth quarter

5.3
5.5
5.1
5.6

5.9
8.9
9.2
9.6

8.7
8.5
8.6
10.6

11.9
11.6
11.4
12.6

12.1
11.8
10.9
10.7

9.2
9.0
8.6*
8.9*

SOURCE: Michigan Employment Security Commission. Seasonal adjustment and projections calculated by W. E. Upjohn Institute for
Employment Research.
*Projected.

stores. The index of retail sales improved in 1983
after three straight years of decline. The index in
creased 7.5 percent from 1982 to 1983 and jumped
sharply in the first quarter of 1984, but barely im
proved in the second quarter. This was the same
basic pattern for nonresidential construction.

dicator has declined. Its low point was 38.4 in the
third quarter of 1982.
Another indicator of the situation in the local
labor market is the Index of Help-Wanted Advertis
ing in the Grand Rapids area. This index went down
almost steadily from mid-1979 until the recession
hit bottom in late 1982. (See Chart 6). Since then,
help-wanted ads have risen significantly and then
jumped almost 50 percent between the fourth
quarter of 1983 and the third quarter of 1984. Even
with this comeback, however, this indicator is still
40 percent below its high in mid-1979.

The residential construction index for Grand
Rapids has been relatively stable this year, in the
mid-sixties range, but this is still almost 50 percent
below the high of 124 set in early 1979. Electric
power consumption by industrial users actually
declined in the second quarter of 1984.
Bank debits are checks written on deposits at
Grand Rapids area banks. They have grown every
year since 1980. In 1983, they were up 22 percent
over 1982, and in the first half of 1984 they rose at
an annual rate of 19 percent over 1983. However, it
should be noted that debits are not a measure of
either production or income and reflect many more
transactions than income and output-producing
transactions. They can grow much more rapidly
than either income or output and may be misleading
as an indicator of real economic activity.

Other measures of economic activity also indicate
that the Grand Rapids economy grew rapidly during
1983, but that growth has slowed in mid-1984.
Among these new measures are retail sales at area
Chart 6
Index of Help-Wanted Advertising
Grand Rapids Area
(1977 = 100)

V. Conclusions

72

There are many indications that the economy of
the local Grand Rapids area is growing much more
slowly now than in the recent past. This is also the
case with the U.S. economy. Although some in
dicators are behaving now as they did prior to the
onset of the recession, it is unlikely that a recession
is on the immediate horizon. The expansion for
Grand Rapids is definitely expected to continue
through the first quarter of 1985. Although prices
are still rising (inflation is still occurring), the rate of
inflation is at or below 4 percent. In all cases this is
in line with or better than the inflation rates achiev
ed in 1982 and 1983. Thus, inflation has not ac
celerated so far in this expansion.

84

SOURCE: The Institute, based on the daily volume of employ
ment advertisements in the Grand Rapids Press adjusted for
recurring variations. Dates of recessions from National Bureau
of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

12

The BUSINESS OUTLOOK
for the KALAMAZOO AREA

The Kalamazoo Area: A Local Economy Leveling Off
for the rest of 1984 suggest that there will probably
be little further decline in average weekly hours dur
ing the remainder of 1984. If our projections prove
to be accurate, then average weekly hours for 1984
should slightly exceed the figure for 1983.

I. Overview

After a period of strong recovery that started in
late 1982, the Kalamazoo area economy appears to
be entering a period of little or no growth. A slight
downward trend in the Kalamazoo Index of Leading
Indicators, unchanged sentiment of Kalamazoo con
sumers about their current financial status or the
economy's future, and unchanging local labor
market conditions all point in the same direc
tion the Kalamazoo area economy is leveling off.

Chart?
Index of Leading Indicators
Kalamazoo Area
(1977 = 100)

Index
200

This does not mean that the local economy is
about to enter another recession. There are enough
hopeful signals, along with evidence of considerable
stability, that there is little support for a forecast of
a downturn in the next six months.

100

II. Index of Leading Indicators

BUSINESS OUTLOOK'S Index of Leading In
dicators for Kalamazoo has followed a somewhat
erratic path during 1984. The, monthly index drifted
downward from 108.8 in January to 100.9 in
August, although the downward trend was inter
rupted in April and July. This trend is illustrated in
Chart 7. 1
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SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

The pattern of the Kalamazoo Index of Leading
Indicators should probably not be viewed as foretell
ing a marked slowdown in the area's economic ac
tivity. That is, it seems unlikely that the area is on
the brink of another recession. Nonetheless, the in
dex has clearly leveled off, and certainly does not
seem to be indicating a continuation of the sustain
ed upturn and recovery that the area has experienc
ed since late 1982.

In contrast, initial claims for unemployment in
surance crept up during the second quarter of 1984,
but appear to be returning to the levels seen during
the first quarter. Most noteworthy is that initial
claims for unemployment insurance so far in 1984
are at a level well below 1983 levels. In fact, during
the first seven months of this year, there were fewer
initial claims for unemployment insurance in
Kalamazoo than in any January-to-July period since
1973.

The components of the overall Kalamazoo index
have shown differing patterns so far in 1984.2 For
example, average weekly hours of production
workers in manufacturing drifted downward by
about 3.5 percent between January and July 1984.
This is a modest decline, and BUSINESS
OUTLOOK's projections of average weekly hours

The Kalamazoo index of new dwelling units re
mains low by comparison with the late 1970s
through 1981. Nonetheless, the index was higher
during the first eight months of 1984 than in either
1982 or 1983. Further, new dwelling units (seasonal
ly adjusted) picked up during the summer months of
1984 compared with late winter and spring.
13

As already noted, the Kalamazoo Index of
Leading Indicators was rather erratic in the first
eight months of this year, although it did fall
overall. This behavior contrasts with the national
Composite Index of Leading Indicators published
by the U.S. Department of Commerce. That index
rose continuously from mid-1982 until the middle of
this year, when it fell for two months, then rose
again slightly in August. Few business cycle
analysts are forecasting another recession, and
some even view the modest two-month decline of the
Composite Index as a positive development because
few believe that the national economy could sustain
the unexpectedly rapid growth it experienced in the
first half of 1984. But the decrease in the local
Kalamazoo index is larger than the modest decline
of the national index. Further, the Kalamazoo local
index fell in five of the first eight months of the
year the national index fell in only two.

households surveyed in September said they expect
to be better off next year, whereas only 9 percent
said they expect to be worse off. Also, more than
half of those surveyed said they expect business
conditions in the nation as a whole to be good over
the next year.
Kalamazoo residents' attitudes about the govern
ment's role in the economy changed in a rather am
biguous fashion between June and September.
Although fewer respondents said that the govern
ment is doing a poor job of conducting economic
policy, it was also the case that fewer felt govern
ment was doing a good job. In September, roughly
half were in the middle feeling that government
was doing only a fair job in conducting economic
policy. This is an interesting development in an elec
tion year, and it may mean that many people are
taking a wait-and-see attitude in choosing their
political candidates, which would make election
results more difficult to forecast.

Although the Kalamazoo economy tends in
general to reflect the national economy, in the cur
rent recovery it seems that Kalamazoo has stabiliz
ed sooner than the national economy at large. The
decline in the Kalamazoo Index of Leading In
dicators portends more than just a slower rate of
growth of the local economy. Rather, it suggests a
continuation of the current level of activity without
further growth in the near term.

Consumers' buying attitudes also appeared to be
somewhat mixed. Although more September
respondents felt it was a good time to buy a house
than did July respondents, fewer September
respondents appeared ready to make a major
household purchase. Also, when asked about
automobile purchases, the percentage of
respondents who felt it was a bad time to buy a car
increased from about 31 percent in July to about 39
percent in September. This decreased willingness to
make a major household or car purchase is consis
tent with the greater reluctance to incur additional
debt which respondents revealed. Overall, then,
Kalamazoo consumers' positive attitudes about
making major purchases seem to have slackened
somewhat.

III. Survey of Consumer Sentiment

The first Kalamazoo Survey of Consumer Senti
ment was taken in June 1984, and a follow-up
survey conducted in September. Results of those
surveys indicate that Kalamazoo area consumers
did not change their appraisal of their personal
financial situation between June and September.
Neither did their assessment of the economy's
future change appreciably.

Although the implications of the Consumer Senti
ment Survey are not especially encouraging, neither
should they cause great concern. Kalamazoo con
sumers remain confident about near-term prospects,
although they appear to be somewhat less willing to
make major purchases. As with the Kalamazoo In
dex of Leading Indicators, a picture of a regional
economy in the process of leveling off emerges.

The Kalamazoo Index of Consumer Sentiment
stood at 92.95 in September, virtually identical to
June. The index is based on a telephone survey of
200 Kalamazoo households chosen to be represen
tative of the Kalamazoo population.
The flat trend of the Kalamazoo Consumer Senti
ment Index seems to mirror the leveling off of
economic activity signaled by the Kalamazoo Index
of Leading Indicators. The Consumer Sentiment In
dex thus adds to the picture of a local economy in
the process of slowing down. Yet, like the leading in
dicators, the Index of Consumer Sentiment does not
seem to foretell a sharp downturn.

The number of wage and salary jobs in the
Kalamazoo area has been stable during 1984, after
growing at a fairly steady pace during 1983 and
jumping by nearly 1,700 at the beginning of this
year.

That Kalamazoo consumers remain relatively
optimistic about the short-term future can be seen
in their responses to two key questions. Asked to
look ahead one year from now, 41 percent of

BUSINESS OUTLOOKS projections suggest
that there will be little further growth in the
number of jobs in the Kalamazoo area through
the end of the year.

IV. The Labor Market
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But neither will there be a significant drop in the
number of jobs.

through the end of 1984 so that the average 1984
unemployment rate would be about 9.5 percent, well
below the 11 percent averages of 1982 and 1983.
Nonetheless, this 9.5 percent unemployment rate re
mains well above the rates witnessed over the last
decade. Only once between 1970 and 1981 did the
unemployment rate in Kalamazoo greatly exceed 8.5
percent and that was in 1975, toward the end of
the deep 1973-75 recession.

Changes in the composition of employment in
Kalamazoo have actually favored manufacturing
jobs since the trough of the last recession in
November 1982. Whereas 28.5 percent of all jobs in
the Kalamazoo area were in manufacturing in
November 1982, 30 percent were in manufacturing
at the middle of this year. Such an increase in the
share of manufacturing employment is typical of a
recovery. But the increase does not necessarily im
ply a reversal of the trend away from manufacturing
employment in Kalamazoo. At the business cycle
peak of 1972, 37.5 percent of Kalamazoo jobs were
in manufacturing; at the 1980 peak, only 31.5 per
cent were in manufacturing; and at the 1981
business cycle peak, the figure had fallen somewhat
further to 30.8. Thus, despite the recovery of
manufacturing jobs in Kalamazoo since the 1981-82
recession, there are still relatively fewer manufac
turing jobs in the area than after earlier recoveries.
And not only that it even turns out that the actual
number of manufacturing jobs in Kalamazoo re
mains lower than after earlier recoveries.

It is somewhat disturbing that, despite the strong
recovery the area has experienced since late 1982,
only in the second quarter of this year did the local
unemployment rate drop to the level of the previous
business cycle peak (which was 8.4 percent in July
1981). Still more disturbing is the failure of either
this or the last recovery to bring the unemployment
rate close to the 5 to 6 percent range that the up
swings of 1971-73 or 1975-79 produced.
Charts
Index of Help-Wanted Advertising
Kalamazoo Area
(1977 = 100)

Yet another signal of a leveling off of economic
activity in Kalamazoo can be seen in the relation
between manufacturing employment and average
weekly hours of manufacturing production workers.
As already noted, manufacturing employment has
increased, while average weekly hours have fallen
modestly over the first part of 1984. This is typical
of the later stages of a recovery, when manufactur
ing employers tend to hire new workers and
decrease the average hours of work, rather than
simply increasing the hours of the existing
workforce as is typical of the early stages of
recovery.
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SOURCE: The Institute, based on daily volume of employment
advertisements in the Kalamazoo Gazette adjusted for recurring
variations. Dates of recessions from National Bureau of
Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

Both the number of persons unemployed in the
Kalamazoo area and the rate of unemployment have
fallen during 1984 to date. The number unemployed
dropped from 14,730 during January to 12,370 dur
ing June, the last month for which seasonally ad
justed data are available. BUSINESS OUTLOOK's
projections through the end of 1984 suggest that
the number unemployed may increase very slightly
by the end of the year, but that unemployment for
1984 overall should be well below the levels of
unemployment seen locally in either 1982 or 1983.

Still another indication that the growth of the
Kalamazoo economy is leveling off can be seen in the
trend of local help-wanted advertising. BUSINESS
OUTLOOK's Kalamazoo index of help-wanted
advertising has leveled off in the high-80s and
low-90s during 1984, after growing steadily from a
low of about 51 in late 1982 to about 87 in late 1983.
(The trend can be seen in Chart 8.) Note that the in
dex is constructed so that the level of help-wanted
advertising in 1977 equals 100. Thus, the current
level of help-wanted advertising is healthy by
historical standards. In the last decade, only during
the "overheated" years of 1978 and 1979 did the

The rate of unemployment that is, the number
unemployed divided by the sum of the number
employed plus the number unemployed fell from
10.7 percent in January to 8.7 percent in June
(seasonally adjusted). Again, this improved
unemployment situation is expected to persist
15

has ended. Further, since real estate activity tends
to lag behind the business cycle, the prospects for
continued strength in real estate over the next half
year seem good.

help-wanted index for Kalamazoo persistently ex
ceed 100. BUSINESS OUTLOOK'S projections of
help-wanted advertising through the end of 1984
suggest slight increases during the fourth quarter.
If correct, these projections imply a higher level of
help-wanted advertising in 1984 than in any year
since 1979.

VI. Conclusions

Taken as a whole, local indicators of economic ac
tivity in Kalamazoo reveal a picture of a local
economy that is leveling off. The period of strong
recovery that the Kalamazoo area has experienced
over the last 20 months seems to be turning into a
period of stability with little further growth in the
near term. But again, the signals do not seem to in
dicate incipient recession for the Kalamazoo
economy.

V. Real Estate Activity
Real estate activity in Kalamazoo was very
healthy during the first eight months of 1984, com
pared with the previous three years. The average
number of sales per month through August was 391,
higher than any year since 1980 when the average
sales per month through August was 439.
Also, the ratio of sales to listings in Kalamazoo
showed a mild upward trend, from 0.34 in the first
three months of the year, to 0.38 during July and
August. The current overall level of sales to listings,
like the current level of sales, is higher than at any
time since 1980.

NOTES
1. The Kalamazoo Index is composed of three local economic in
dicators average weekly hours of production workers in
manufacturing, initial claims for unemployment insurance, and
new dwelling units and one national economic indicator the
Composite Index of the National Association of Purchasing
Management. All four components are seasonally adjusted.
2. The Association of Purchasing Management's Composite In
dex (a national index often referred to as the purchasing
managers' index) has followed a rather strong downward trend
since the beginning of the year. Between January and August
the index fell by 16 percent, with the greatest declines occurring
in May and August. Although the purchasing managers' index
was near an all-time high at the end of last year, the fall in this in
dex may be a rather foreboding sign for both the national and
the local economies.

Combined with the finding of the Kalamazoo Con
sumer Sentiment Survey that an increasing number
of Kalamazoo area residents believe now is a good
time to buy a house, these developments are very
hopeful for local real estate. Of course, a rebound of
interest rates would dampen real estate activity,
and particularly the willingness of first-time buyers
to enter the housing market. Nonetheless, it seems
that the prolonged slump in local real estate activity
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The BUSINESS OUTLOOK
for the MUSKEGON AREA
A Strong Recovery Is Moderating
The Muskegon components of this composite in
dex include the average work week, unemployment
insurance claims and housing starts. Average week
ly initial claims for unemployment insurance under
state programs declined during the second quarter
from their first-quarter level. These claims reached a
level that was lower than that in any other quarter
since 1973. The index of average weekly hours com
piled for the Muskegon area shows that the average
work week also has been lengthening somewhat
since early in 1982. Average weekly hours generally
have exceeded 41 for the first half of 1984, which is a
considerable increase relative to the slightly more
than 38 hours per week worked during the
1981-1982 recessionary period. The index of housing
starts for the Muskegon area is providing mixed
signals. Activity definitely is above the recessionary
levels of 1982, but there are indications that new
housing starts are leveling off.

I. Overview

Several indicators show that general economic
conditions in the Muskegon metropolitan area have
declined since 1979. However, they also show that a
recovery began early in 1983 and has continued
through mid-1984. Furthermore, numerous
measures of Muskegon's economic activity show
that economic conditions in the second quarter of
1984 were better than those in the first quarter. (The
Muskegon metropolitan area consists of Muskegon
and Oceana Counties.)
II. Index of Leading Indicators

The Index of Leading Indicators shown in Chart 9
gives early evidence of possible better times ahead.
The value of that index for Muskegon has increased
since late 1982 through mid-1984. The most recent
value of the index is 106.5 which is the highest
value of the leading indicator index since 1978. (The
base year of the index is 1977 and the index is set at
100 for that year.)

For the United States as a whole, unemployment
insurance claims for the second quarter were low
relative to 1982 and 1983 but equal to the first
quarter of 1984. For Muskegon, the same pattern is
evidenced, with even larger differences in the index
values from the trough in 1982 to 1984. Index
values for the Muskegon area were 55.9 in 1982 and
180.4 and 188.4 in the first two quarters of 1984,
respectively. The comparable values for the United
States were 61.4 at its lowest level in 1982 (when
claims were high) reaching 96.2 in the first quarter
of 1984 and 99.5 in the second quarter.

Chart 9
Index of Leading Indicators
Muskegon Area
Index

(1977 = 100)

200

100

The conclusion to be drawn from this is that the
Muskegon area is moving up with the rest of the
economy. The historical values of these leading in
dicators show that in the past cycles when business
cycle conditions were bad in the country, they were
a bit worse for the Muskegon area. But Muskegon
shares in the good times as well as the bad and its
recoveries are often more dramatic than those for
the nation as a whole.

84
82
80
78
76
74
72
SOURCE: The Institute. Dates of recessions from National
Bureau of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.
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III. Survey of Consumer Sentiment

last June, the differences were small and probably
not significant. Looking ahead to a year from now,
an even larger favorable difference exists between
those believing they will be better off and those
thinking they will be worse off. For every person
responding that they will be worse off, three persons
responded that they will be better off. In general,
this indicates that about half of those who now
think they are worse off than a year ago expect to be
better off by next year. This has not changed since
June.

Approximately 200 Muskegon area residents were
surveyed in June and in September concerning their
confidence about their financial circumstances and
the course of the economy. Muskegon area con
sumers registered about the same degree of op
timism in the two surveys. The Muskegon Area In
dex of Consumer Sentiment was 89.9 in September
compared to 91.2 in June, but the difference is not
statistically significant. (Responses to selected
questions are shown in Table 7.)

Generally, area households felt the local
Muskgeon economy was in about the same shape it
was about a year ago, considerably worse off than
the nation as a whole. However, they believe it has
improved relative to the United States economy be
tween June and September, with more indicating it
was better off and fewer believing that it was worse
off than the national economy.

Table 7
Consumer Sentiment in Muskegon
(Percent of respondents)
September
1984

June-Sept,
change*

Expected family
financial situation

As in other areas of the state, Muskegon con
sumers reflected a significant change in their think
ing about interest rates. When asked about interest
rates during the next 12 months, far more believed
they will increase than believed they will
decrease the vote was 50 percent to 12 percent.
However, this represented a significant shift in
favor of lower rates from June when 68 percent ex
pected interest rates to increase during the next 12
months. Muskegon residents were even less op
timistic about prices. More than two-thirds thought
prices would go up during the next 12 months,
representing a slight shift toward higher price ex
pectations since June.

-0.5

worse
better

9.5
32.3

+4.4

worse
better

14.4
34.3

+4.9
-6.5

more
less

20.9
23.4

0.0
-6.5

bad time
good time

42.8
41.3

-8.9
+ 11.0

bad time
good time

22.4
54.2

0.0
+4.9

bad time
good time

42.3
41.3

+4.0
+3.0

Expected business
conditions

Expected unemployment

Buy a house

Buy major
household item

Muskegon residents reflected a more optimistic
buying mood in September than in June. There were
considerable increases in the proportion of people
who believe now is a good time to buy houses up 11
percentage points and to use credit, and small in
creases in the proportion who feel it's a good time to
buy cars, household appliances or furniture.

Buy a car in next
12 months

SOURCE: Survey of Consumer Sentiment, F.E. Seidman School
of Business, Grand Valley State College.
*Percentage point differences.

Although the overall index of consumer sentiment
in Muskegon declined in September to 89.9 from its
value of 91.2 in June, it is only a slight decline and
the level is still high and reflects a good degree of op
timism in the area. Thus, the thinking of the
residents about their financial picture in the next 12
months and their general enthusiasm to buy now
and to use credit should result in a continued good
level of retail sales.

According to the results of this survey, Muskegon
residents were less optimistic about their current
financial situation and about business conditions in
the country during the next 12 months and the next
five years. They were, however, slightly more op
timistic about their financial situation next year
and about the desirability of purchasing major
household items now. When asked about their finan
cial situation now as compared to a year ago, con
siderably more people said they were better off than
said they were worse off. Although the proportion
saying they were better off was slightly lower than

IV. Labor Market Activity

The number of people living in the Muskegon
metropolitan area who now are working easily sur18

passes the 1981-1982 recession level, and excellent
progress has been made towards the pre-1980 reces
sion level. However, future progress is likely to be
less rapid.

The Index of Help-Wanted Advertising also
shows that labor market conditions have improved,
but signals that they are not likely to improve as
rapidly in the near future as they have during the
previous 20 months. As presented in Chart 10, helpwanted advertising advanced steadily over 1982
and 1983, but it has stabilized in 1984. Thus, there
is likely to be only a moderate improvement in
employment opportunities in Muskegon through
early 1985.

The swings in economic activity in Muskegon are
very volatile when compared to movements in the
United States overall. Total employment of
Muskegon residents declined 13.9 percent between
the fourth quarter 1979 and fourth quarter 1982, to
61.2 thousand as shown in Table 8. 1 U.S. employ
ment fell only 0.6 percent. Since the fourth quarter
of 1982 the trough of the recession local employ
ment has grown 11.1 percent, whereas U.S. employ
ment has risen 6.2 percent.

Chart 10
Index of Help-Wanted Advertising
Muskegon Area
(1977 = 100)

Table 8
Muskegon Employment
(Thousands of persons)
Year

Quarter

Employment

1979
1980
1980
1980
1980

4
1
2
3
4

71.1
69.5
68.2
67.6
66.6

1981
1981
1981
1981

1
2
3
4

65.7
67.5
67.1
66.0

1982
1982
1982
1982

1
2
3
4

64.4
64.5
64.4
61.2

1983
1983
1983
1983

1
2
3
4

61.6
64.0
64.8
63.8

1984
1984

1
2

65.4
68.0

80

82

84

SOURCE: The Institute, based on the daily volume of employ
ment advertisements in the Muskegon Chronicle adjusted for
recurring variations. Dates of recessions from National Bureau
of Economic Research, Inc.
NOTE: Shaded areas indicate national recessions. Dates of turn
around: P=peak, T=trough.

V. Conclusions

The Muskegon economy has made considerable
progress in coming back from the 1981-1982 reces
sion. Additional progress will be made in the upcom
ing months, but at a less rapid rate. Given the wide
swings in economic activity experienced in this
metropolitan area, and the persistence of doubledigit unemployment rates, the optimism of con
sumers in Muskegon is remarkable. Of the West
Michigan consumers, those in Muskegon have
shown the largest increase in responding that now is
a good time to make a major purchase, such as a
house, car or major household item.

SOURCE: W. E. Upjohn Institute for Employment Research.

The unemployment rate in Muskegon also reflects
the sharp swings in Muskegon's economy. The
seasonally adjusted unemployment rate was 8.7 per
cent in the fourth quarter 1979, rose to 20.6 percent
in the fourth quarter 1982 and is projected to be
13.4 percent in the fourth quarter 1984. Perhaps the
most agonizing feature of the labor market in
Muskegon is that the unemployment rate has not
been in the single-digits since the first quarter 1980.

NOTE
1. Employment is a measure of the number of residents in the
Muskegon metropolitan area who are employed.

19

BUSINESS OUTLOOK'S
DISCUSSION PAPER
The Cost of Workers' Compensation and Unemployment Insurance
in Michigan by Size of Firm
by H. Allan Hunt
Research Manager
W. E. Upjohn Institute
payments to workers disabled because of their
employment. They can buy commercial insurance
from a private insurance company authorized to sell
such policies in the State of Michigan. They can buy
workers' compensation insurance from the
Michigan Accident Fund, a state entity that com
petes with private insurance companies for workers'
compensation business in the State of Michigan. Or
they can, if they are adjudged to be sufficiently
stable and credit worthy, self-insure their workers'
compensation liability. Under the first two options
the liability for payments to disabled workers
passes to the insurance carrier. Under the selfinsurance option the employer continues to be liable
for any and all payments to workers disabled as a
result of their employment.

I. Introduction

The workers' compensation and unemployment
compensation programs in the State of Michigan
have been reformed extensively in the last two
years. An unanswered question has been: Are the
costs of these programs unequal for employers of
different sizes? The Independent Business Research
Office of Michigan commissioned the Upjohn In
stitute to review the costs of these two programs by
size of firm.
II. The Workers' Compensation Program
and Costs by Size of Firm

Workers' disability compensation programs pay a
share of the costs of workers' disabilities from in
juries arising out of their employment. Generally
they provide a proportion of the income lost due to
the disability, full medical treatment, and various
rehabilitative efforts on behalf of the injured
workers. The goal of workers' compensation pro
grams is to restore the injured workers' earning
power if possible.

Public Acts 7 and 8 of 1982 changed the workers'
compensation insurance situation significantly.
These statutes, which took effect January 1, 1983,
deregulated workers' compensation insurance rates
in Michigan. They introduced what is called "open
competitive rating" to the Michigan workers' com
pensation voluntary insurance market (the assigned
risk pool remains under cartel pricing ar
rangements). Under open competition the in
dustrywide filing of rates has been abolished. Each
individual insurance carrier now notifies the In
surance Commissioner of the company's schedule of
rates by risk classification (manual rates). The In
surance Commissioner reviews the rates to insure
that they are fair and adequate, but no formal hear
ing and approval is required. The effect is that in
surance companies are free to compete in pricing
workers' compensation insurance policies unlike the
situation before January 1, 1983.

The state's role in workers' compensation pro
grams is to determine appropriate benefit levels for
injured workers and to set the terms and conditions
under which compensation will be paid to those in
jured workers. In addition, the state bears a respon
sibility for regulating the mechanism by which
workers' compensation risks are insured. Thus the
state sets the rules under which employers and
employees injured on the job interact, but it also
regulates the way in which employers and insurance
carriers interact in the workers' compensation
system. Both sets of rules impact the cost of
workers' compensation as experienced by an in
dividual employer.

The framers of this legislation clearly put their
faith in market forces to bring down the cost of
workers' compensation insurance coverage to
Michigan employers. Results of workers' compensa
tion policies written in 1983 appear to confirm this

In Michigan, employers are offered three alter
natives in covering their responsibilities to make
20

tional 9,509 policies written in 1983 under the
assigned risk pool procedures. These policies
covered aggregate payroll of $390.4 million and
earned premiums of $15.1 million, or 3.86 percent of
payroll. There are another 11,000 policies that did
not state payroll or manual premium, and therefore,
could not be included in the analysis.1

expectation. While the actuarial experience of
workers' compensation insurers in Michigan sug
gested an increase of 5.6 percent from 1982 to 1983,
the average policy premium actually declined by
about 9 percent in 1983. This is in addition to the
reduction of 22.9 percent in 1982 which was prompt
ed, at least in part, by a legislative mandate for a
minimum 20 percent reduction. Preliminary indica
tions are that this decline in rates has continued
through 1984 as well.

Table 1 gives the results of the analysis by size of
firm for the 136,054 workers' compensation in
surance policies in the Compensation Advisory
Organization of Michigan (CAOM) data base for the
State of Michigan in 1983. 1 Policies are classified ac
cording to estimated aggregate payroll coverage
and placed into one of the size classifications. The
average rate as a percent of payroll shows the
estimated net level of workers' compensation in
surance cost for each size category. The index
number for each size category reports the relative
cost, with an index number of 100 representing the
overall average.

The framers of this legislation clearly put their
faith in market forces to bring down the cost of
workers' compensation insurance coverage to
Michigan employers. Results of workers' compensa
tion policies written in 1983 appear to confirm this
expectation. While the actuarial experience of
workers' compensation insurers in Michigan sug
gested an increase of 5.6 percent from 1982 to 1983,
the average policy premium actually declined by
about 9 percent in 1983. This is in addition to the
reduction of 22.9 percent in 1982 which was promp
ted, at least in part, by a legislative mandate for a
minimum 20 percent reduction. Preliminary indica
tions are that this decline in rates has continued
through 1984 as well.

The definition of a small business varies. For ex
ample, over 70 percent of the policies in 1983 were
written for firms with estimated payroll levels
equivalent to employment of four employees or less
(payroll up to $77,998) at the state average earnings
level of $19,499 in 1983. These policies, however,
cover only about 10 percent of the aggregate
workers' compensation estimated payroll in 1983.
The Small Business Administration's definition of
small firms, less than 100 employees, makes an even
more remarkable picture. Ninety-nine employees at
the Michigan estimated average earnings level of
$19,499 in 1983 would yield a total payroll of
$1,930,452, and would include all but the three

To analyze workers' compensation insurance
costs by size of firm, data on 126,545 voluntary
workers' compensation insurance policies for 1983
were obtained from the Compensation Advisory
Organization of Michigan (CAOM). These policies
covered an estimated $23.5 billion in payroll and are
estimated to have cost employers a total of $495.5
million, or 2.11 percent of payroll. In addition, data
were made available by CAOM covering an addi

Table 1
Total Workers' Compensation Insurance Market
State of Michigan, 1983
Payroll*

Number of
policies

Average rate
(percent)

Index
number

Up to $77,998 (< 4)
$77,999 to $175,496 (5-9)
$175,497 to $370,491 (10-19)
$370,492 to $955,476 (20-40)
$955,477 to $1,930,452 (50-99)
$1,930,453 to $4,855,379 (100-249)
$4,855,380 to $9,730,257 (250-499)
Over $9,730,258 (> 500)
Total

96,593
19,914
10,237
5,905
1,821
1,046
322
216
136,054

2.63
2.05
2.06
2.13
2.08
1.98
1.97
2.16
2.13

123
96
97
100
97
93
92
101
100

SOURCE: Compensatory Advisory Organization of Michigan and author's calculations.
*Estimated ranges of employment are in parentheses.
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largest payroll categories in Table 1. This would ac
count for 99 percent of the policies and 55 percent of
the covered payroll.

become unemployed through no fault of their own,
and who are currently available for work.
Employers are liable for tax payments assessed by
both the state and federal governments. The total
federal UI tax for Michigan employers in 1984 is 1.5
percent of wages up to $7,000 paid to each employee
during the year, or a maximum of $105 per
employee. Individual insured unemployment
claimants file for benefit payments under state
statutes, but those laws must meet certain federal
criteria if employers are to receive credit for their
state taxes toward the federal tax.

The average rate column of Table 1 shows that the
variation in the cost of workers' compensation in
surance is dependent on the definition of small firm
that is used.
When small firms are defined as payrolls less
than $78,000, their workers' compensation
costs are 23 percent above the overall average
and 33 percent more than firms with payrolls
of roughly $2 to $5 million.

Michigan's unemployment compensation system
is very strongly oriented to experience rating. The
system is designed to ensure that claims against
each employer are reflected in the tax rate assessed
against that employer. This not only allocates the
cost of unemployment compensation fairly among
employers, but acts as an incentive to discourage ex
cessive layoffs. To achieve these goals, the system
tracks each employer's experience very carefully
and sets tax rates based upon that experience.
Those employers whose tax contributions have ex
ceeded the benefit costs charged to them in the past
are termed positive-account employers. Those
whose costs have exceeded their contributions are
negative-account employers. State tax rates on tax
able payrolls vary from 1.0 to 10.0 percent depend
ing on the claims experience. A separate added tax
is imposed on negative account employers of 1.0 per
cent of taxable wages to cover the cost of interest on
the UI debt.

When using the Small Business Administra
tion's definition, less than 100 employees,
estimated workers' compensation insurance
costs for small firms are only 6 percent above
the estimated average for larger firms.
Perhaps the most remarkable thing shown in
Table 1 is the small amount of variation in average
workers' compensation costs by size of firm. Except
for the smallest firms, which pay a rate that is 23
percent higher than average, the absolute dif
ferences are really quite small. Furthermore, the
average cost rate appears to decline rapidly to a
rather stable level of just above 2.0 percent of
payroll for companies with payrolls of $80,000 or so.
Results for the smallest firms may be biased by
omission of policies without payroll or manual
premium mentioned earlier. But the aggregate com
parison between large and small firms would likely
not be affected.

As a result of employer concern over the insolven
cy of the UI trust fund, the Michigan legislature in
December 1982 adopted several changes in the
state's UI law which became effective January 1,
1983. The taxable wage base was increased from
$6,000 to $8,000 in 1983, with additional increases
of $500 annually until it reaches $9,500 in 1986.
Benefit outlays were reduced by freezing the max
imum weekly benefit amount and by reducing the
proportion of after-tax earnings replacement from
70 percent to 65 percent until 1986. The qualifying
work requirement was raised from 18 to 20 weeks
and the earnings level for credited weeks was also in
creased. These provisions will deny benefits to some
claimants who would have qualified under the old
law.

There remains one further concern about possible
differences in workers' compensation costs between
small and large firms in the State of Michigan. Since
large firms have the possible option of self-insuring
their workers' compensation risks, it is likely that
the large firms who do buy commercial insurance
coverage are those with the worst experience. If this
is true, then the comparison of small firms to this
self-selected group of larger firms could be
misleading because the costs incurred by all large
firms are overstated in Table 1. Without more ade
quate data on the self-insured population, however,
there is no way to test this notion.
III. The Unemployment Insurance Program
and Costs by Size of Firm

Estimated 1984 UI taxes can be expressed either
as a proportion of taxable payrolls or of total
payrolls.2 Since the primary interest is in comparing
the incidence of the tax on different size employers,
it is important to use total payroll rather than tax
able payroll as the primary unit of observation.

The unemployment insurance (UI) system in the
United States traces its origins to the Social Secur
ity Act of 1935. It is a system that pays income
replacement benefits to qualified workers who have
22

However, when UI tax rates are expressed as a
percentage of the taxable payroll, the opposite trend
emerges.

Otherwise, the comparisons would be distorted. For
instance, if a high-wage firm has an average annual
wage of $24,000 and a low-wage firm only $12,000
and their employee turnover is similar, the former
would pay UI taxes on a smaller proportion of its
total wage bill.

The tax rate on taxable payroll rises with size
class from 4.5 percent for the smallest firms to
6.5 percent for the largest firms.

Table 2 shows the results of the analysis of state
UI tax costs by size of firm for all private, con
tributing Michigan employers. For 138,863
employers covered by the UI statute, the overall in
cidence of state UI taxes for 1984 is estimated at 2.0
percent of total payroll. This amounts to 5.5 percent
of taxable payrolls, or approximately $465 per
employee (assuming that all employees earn at least
$8,500 during the year).3

Using the taxable payroll, the smallest firms
pay 18 percent less than the average UI tax
rate, whereas the largest firms pay 18 percent
above the average UI tax rate.
It is important to point out that these are group
results and do not necessarily represent the ex
perience of all firms in the group. But for private
employers as a whole, UI tax rates on taxable
payrolls clearly increase with size of firm. How is
this to be reconciled with the decline in UI tax rates
by size of firm when expressed as a proportion of
total payroll?

The pattern of UI tax rates by firm size is very
marked.
The effective tax rate on total payrolls declines
with size of firm.

There is a tremendous difference between the tax
able payroll coverage of small firms and larger
firms. For the moment concentrate just on the two
extreme size categories, those with annual payrolls
less than $77,998 and those with annual payrolls
over $47,754,305. The small firms as a group have a

The effective tax rate on total payroll of the
smallest firms is 50 percent higher than the
overall average, whereas the effective tax rate
for the largest firms is 10 percent less than the
average.

Table 2
State of Michigan Estimated Unemployment Tax Rates—1984
All Private, Contributing Firms

Tax rate based on:

Payroll
Up to $$77,998
$77,999 to $175,496
$175,497 to $370,491
$370,492 to $955,476
$955,477 to $1,930,452
$1,930,453 to $4,855,379
$4,855,380 to $9,730,257
$9,730,258 to
$19,480,013
$19,480,014 to
$47,754,305
$47,754,306 and over
Total

Index
number

Estimated
taxable
payroll

Index
number

Taxable
proportion
of total
payroll

3.0
2.2
2.1
2.1
2.1
2.1
2.1

150
110
105
105
105
105
105

4.5
4.5
4.8
5.1
5.2
5.3
5.4

82
82
87
93
95
96
98

.67
.49
.44
.42
.40
.40
.39

208

2.1

105

5.7

104

.37

88
60
138,863

1.9
1.8
2.0

95
90
100

5.6
6.5
5.5

102
118
100

.34
.28

Number
of firms

Estimated
total
payroll

91,994
21,352
12,528
8,077
2,712
1,420
424

SOURCE: Michigan Employment Security Commission and author's calculations.
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.36

UI tax rate on taxable payroll that is 30 percent less
than that of the large firms as a group. Clearly this
is the result of lower UI claims experience. Yet their
UI tax rate on total payroll is 67 percent greater
than the large firms. The explanation is to be found
in the proportion of total payroll that is taxable.

is strongly oriented to experience rating as a way of
spreading the cost among individual employers.
This produces substantial variation in the UI tax
rate measured on taxable payrolls, yet the overall
UI tax incidence based upon total payrolls does not
exhibit the same pattern. While apparent tax rates
based on taxable payrolls rise with size of firm, ac
tual tax incidence based on total payrolls falls. This
suggests that the experience rating system, which
attempts to compensate for claims experience, is be
ing overcome by contrary trends in the proportion
of all payrolls that are taxable. If the principle of ex
perience rating is to truly dominate the UI cost
determination, it would seem that the taxable
payroll limit must be raised.

As shown in the extreme right hand column of
Table 2, the proportion of total payroll that is tax
able declines steadily as the size of firm (as
measured by total payroll) increases. This must be
caused in part by higher average wages in the larger
firms. With a taxable wage limit of $8,500 per
employee, any wages paid to a single employee in ex
cess of $8,500 in 1984 will not be taxed at all. The
higher the average wage level in a firm, other things
equal, the lower the proportion of total wages that
are taxable.
Differences in turnover and the incidence of parttime work also play a significant role in determining
the proportion of the wage bill that is taxable. Both
part-year and part-time employees will tend to have
a higher proportion of their wages taxable under a
fixed taxable wage standard. Both part-year and
part-time employee might easily earn less than the
$8,500 taxable wage maximum in 1984, and thus all
wages would be taxed. These influences mean that
small firms do pay UI tax on a higher proportion of
their total payroll.

NOTES
1. These policies covered an estimated $23.5 billion in payroll
and are estimated to have cost employers a total of $495.5
million, or 2.11 percent of payroll. In addition, data were made
available by CAOM covering an additional 9,509 policies written
in 1983 under the assigned risk pool procedures. These policies
covered aggregate payroll of $390.4 million and earned
premiums of $15.1 million, or 3.86 percent of payroll. There are
another 11,000 policies that did not state payroll or manual
premium, and therefore, could not be included in the analysis.
The Michigan Employment Security Commission estimates
that there were 138,863 firms covered by the unemployment in
surance system in 1983. These firms had total reported payrolls
of $47.9 billion. Thus, the CAOM workers' compensation data
base represents over 98 percent of the employers, but only 50
percent of total payroll. Clearly, the firms omitted from the
CAOM data base are predominantly large self-insured firms.
These data should be adequate to compare costs by size of firm,
but care should be taken in comparisons with the largest and
smallest firm size categories. The CAOM data base does not ade
quately represent firms with over 500 employees because of the
omission of self-insured employers. Also, it may misrepresent
firms with very small payrolls because policies without payroll
or manual premium have been omitted from the tabulations.

IV. Conclusions
Workers' Compensation
The conclusion is that in the overall insurance
market, small firms do not pay substantially more
as a group than larger firms for state-mandated
workers' compensation insurance coverage. The dif
ferences that exist appear to result from the applica
tion of minimum premiums to very small policies,
and schedule credits and premium discounts for
larger employers with more bargaining power. The
cost differences that exist do not appear to put
small firms at a significant disadvantage, especially
if they also tend to pay lower wages on the average.

2. The total payrolls reported for Michigan firms subject to the
UI tax between July 1, 1982 and June 30, 1983 constitute the
estimated payroll base for the 1984 UI tax revenues. These
payroll levels were used to classify individual firms into firm size
categories based on total payroll levels. Clearly, these will be
subject to revision once the actual payroll base for 1984 is
known, but this disadvantage is outweighed by the increase in
timeliness of the information available for analysis.

Unemployment Insurance
Unemployment insurance costs do vary
systematically by size of firm in the State of
Michigan. The larger the firm, as measured by total
payroll, the lower the incidence of the tax.
Unemployment insurance in the State of Michigan

3. To this should be added the federal tax of 1.5 percent on the
taxable wage base of $7,000 per annum. Thus the average total
UI cost, both state and federal, for 1984 is about $570 per fulltime, full-year employee.
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authors examine the diversity of views toward worker participation found within the labor movement to
day, explore the historical background on these views, and trace the evolution of a variety of cases of
worker participation in unionized settings. Well-known cases from the auto and steel industry are examined
as well as a number of lesser known successful and unsuccessful cases.
1984. 202 pages. Hardcover $17.95, Paper $12.95.
Union-Management Cooperation: Structure, Process and Impact
Michael H. Schuster
Although the resolution of important workplace issues continues to be most commonly addressed within
the traditional system of collective bargaining, there is evidence of increases in a wide array of unionmanagement cooperative efforts. This book presents the findings of a five-year study of the structure, pro
cess and impact of six different forms of joint union-management programs to improve productivity. Pro
grams examined include Scanlon, Rucker, and Improshare Plans, Labor-Management Committees, Quality
Circles, and Quality of Worklife projects.
1984. 235 pages. Hardcover $17.95, Paper $12.95.
The Plant Closure Policy Dilemma: Labor, Law and Bargaining
Wayne R. Wendling
This examination of the role of collective bargaining in plant closure situations addresses the following
questions: (1) What is the potential for bargaining to alter the decision to close when continued operation is
a reasonable alternative? (2) Can bargaining over the effects of closure provide a reasonable opportunity for
workers to mitigate some of the consequences? (3) Have management and labor successfully used formal
contract negotiations to develop solutions for workers and firms "at risk of closure?"
1984. 166 pages. Hardcover $16.95, Paper $11.95.

Workers' Compensation System in Michigan: A Closed Case Survey
H. Allan Hunt
Presents findings of a study initiated in 1978 of Michigan's workers' compensation system for workers
disabled by injuries or illnesses arising out of their employment. Perspectives are offered on the litigation
process, benefit delivery and administration of the workers' compensation system in Michigan. A major
contribution is the comparison between cases from insured and self-insured employers.
1982. 225 pages. Paper $13.95.

Who Lives Where in Kalamazoo?
Lyndell R. Bleyer, Marta B. Howell, Phyllis R. Buskirk
This work contains a compilation of the major characteristics of population and housing in tabular form for
minor civil divisions (MCDs cities, townships, villages) and census tracts within Kalamazoo County, now
defined as a single-county, Standard Metropolitan Area. The tables are designed to reveal the most recent
detailed small area data available. The preparers have provided percentages of growth and/or change which
occurred between the Census of Population and Housing in 1970 and in 1980 as well. Age, sex, households,
families, income, poverty and schooling are all shown. In addition, selected labor force, work disability and
housing data are covered.
1984. 74 pages. Paper $10.00.
Unemployment Insurance Fund Insolvency and Debt in Michigan
Saul J. Blaustein
Complexities of Michigan's unemployment insurance (UI) tax structure, the existing UI fund insolvency
problem, and some ideas for gaining control over it are the subjects of this monograph issued in late 1982.
Discussion of how the problem developed, where it was heading if not treated, and the kinds of remedies
available are included. The author, with long experience in the study of unemployment insurance, has set
forth a relatively concise yet comprehensive treatment of the subject to assist Michigan's policymakers in
their search for a solution.
1982. 82 pages. Paper $6.95.
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Selected Labor Market Indicators
(Not adjusted for seasonal variations)

Average for manufacturing production workers
(August 1984)*

Area
United States,
Michigan ................

Civilian labor force
Unemployment rate

Weekly
hours

Hourly
earnings

Weekly
earnings

40.3
42.4

$9.14
12.21

$368.34
517.68

7.5
11.3

41.5
41.9
40.8
40.7

12.56
9.52
10.35
11.44

521.24
398.95
422.23
465.96

10.3
12.2
9.5
8.5

40.3

11.05

445.27

12.5

45.1
42.6
43.2
42.7
42.0
43.7
41.6

12.99
10.53
12.93
14.13
10.04
13.80
14.38

585.68
448.97
558.40
602.78
421.87
602.64
598.75

7.2
13.1
11.4
12.2
12.3
12.3
12.3

40.8

9.05

369.27

12.4

(July 1984)

West Michigan metro areas:

Battle Creek.............
Benton Harbor...........
Grand Rapids............
Kalamazoo-Portage .......
Muskegon-Norton ShoresMuskegon Heights......
Other metro areas:

Ann Arbor-Ypsilanti ......
Bay City . ...............
Detroit .................
Flint ...................
Jackson ................
Lansing-E. Lansing .......
Saginaw ................
Other major area:

Upper Peninsula .........

SOURCES: U.S. Department of Labor and the Michigan Employment Security Commission (MESC) for monthly data.
NOTES: Designated labor markets within Michigan still cover pre-1983 Standard Metropolitan Statistical Areas' county or multicounty geography. In 1985, MESC will shift to the new metropolitan area definitions. The unemployment rate for the civilian labor force in
the U.S. is not seasonally adjusted.
Average weekly and hourly earnings differ from weekly and hourly rates in that they are affected by overtime wage rates, part-tune
earnings, the length of workweek, etc.
* Preliminary.

Banking Data - Kalamazoo
(In thousands of current dollars)

Item
Total Deposits .................
Demand Deposits ............
Loans Outstanding:
Total .......................
Mortgage ... ............
Commercial & Industrial
Consumer .................

December 31, 1983

March 31, 1984

June 30, 1984

$1,165,886
270,570

$1,178,051
230,467

$1,230,104
246,056

792,486
325,835
204,146
229,714

839,103
321,848
212,728
235,982

864,291
328,261
214,915
250,451

SOURCE: Quarterly call reports of seven out of eight banks in Kalamazoo County.
NOTES: Amounts shown are in current dollars and are not adjusted for seasonal variations.

26

Employment Data for West Michigan
Total Wage and Salary Employment*
Area
.......
...
Battle Creek
.......
Benton Harbor
Grand Rapids ........ .
......
Kalamazoo. ...
Muskegon . ............
..... .

1970

1972

1974

1976

1978

1979

1980

1981

1982

1983

61.07
59.96
191.86
87.05
54.59
454.53

62.22
63.93
203.82
89.26
54.19

63.95
65.18
222.45
97.39
57.78

63.66
62.21
227.95
99.57
58.02

66.99
65.13
259.23
107.16
59.99

66.27
64.41
270.99
111.08
62.02

63.87
61.08
266.11
109.86
60.23

62.12
59.01
267.89
109.63
58.38

59.09
56.23
261.02
105.47
55.53

58.56
55.31
263.84
104.88
54.10

473.42

506.75

511.41

558.50

574.77

561.15

557.02

537.34

536.69

Total Manufacturing Employment
Area

1970

1972

1974

1976

1978

1979

1980

1981

1982

1983

Battle Creek .............
Benton Harbor . ......... ......
.... . .
Kalamazoo . . . ........
....

25.64
29.55
72.43
34.32
25.14

25.39
30.18
76.39
33.60
22.79

25.93
29.15
79.74
35.13
23.90

23.55
25.54
77.13
32.73
21.87

24.27
26.12
90.43
34.55
22.02

23.74
25.16
96.04
35.97
22.48

20.96
21.45
89.02
32.88
20.29

19.59
21.14
90.08
32.99
19.87

17.75
19.37
84.54
31.01
17.78

17.12
18.62
86.07
30.73
17.12

187.08

188.35

193.85

180.82

197.39

203.39

184.60

183.67

170.45

169.66

West Michigan ...........

Total Private Nonmanufacturing Employment
Area

1970

1972

1974

1976

1978

1979

1980

1981

1982

1983

.......
Battle Creek .....
Benton Harbor . . . ... .......
Grand Rapids ............
. . . .

25.18
23.70
99.33
35.29
21.67

25.97
26.79
105.79
38.19
23.25

26.94
28.31
116.18
43.23
24.75

28.03
28.19
121.82
46.90
25.90

30.59
30.73
138.76
52.87
28.17

30.28
30.48
143.78
54.97
29.03

30.46
30.65
144.53
56.40
29.06

30.41
29.51
147.24
56.72
28.35

29.28
28.80
147.47
55.11
28.04

29.18
28.79
149.04
55.11
27.41

. ...... ..... .

205.17

219.99

239.41

250.84

281.12

288.54

291.10

292.23

288.70

289.53

West Michigan

Total Government Employment
Area

1970

1972

1974

1976

1978

1979

1980

1981

1982

1983

Battle Creek . .......
Benton Harbor .... ....... .......
Grand Rapids ... . . . .... .......
.......
Muskegon ...

10.24
6.71
20.10
17.44
7.79

10.86
6.96
21.64
17.47
8.16

11.09
7.71
26.53
19.03
9.13

12.08
8.48
29.00
19.94
10.25

12.13
8.29
30.04
19.75
9.80

12.25
8.77
31.17
20.15
10.51

12.45
8.98
32.55
20.59
10.87

12.11
8.36
30.58
19.92
10.15

12.07
8.06
29.01
19.34
9.72

12.25
7.89
28.73
19.04
9.57

West Michigan . .......

62.28

65.09

73.49

79.75

80.01

82.85

85.44

81.12

78.20

77.48

*Sum of Manufacturing, Private Nonmanufacturing and Government Employment may not add to total Wage and Salary Employment
due to Founding.
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